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ABSTRACT 
It is com~only  believed  that the Federal Reserve rargeted 
money  growth  direczly and  allowed greerer variation in  interest 
rates during the Ocrober  1979-October  1982 perio2,  Other  chings 
the same,  thLs policy regime xould be expec~ed  LO  increase the 
risk premium  on  the dollar exchange  rate relative co a  regime  that 
attempted  to reduce variations in the interest rpte,  We  find that 
risk prernia  apparen~ly  dia increase daring the regime of  $11 
targeting,  This implied thet failure to recognize  the effects of 
changes in  Fed  policy is a  socrce of specification  error in 
exchange  rate models, 
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